1. Introduction {#sec0005}
===============

Universal health insurance coverage is rarely found in developing countries. That is why international experts are greatly impressed by the universal coverage recently achieved by China, the world\'s largest developing country with 1.3 billion population. For example, a World Bank report praised China\'s achievement as "unparalleled," [@bib0345] representing the largest expansion of insurance coverage in human history. One study concluded that China\'s experience is "exemplary for other nations that pursue universal health coverage" [@bib0350]. The achievement also drew attention of the mass media [@bib0355]. While China\'s success in coverage expansion is widely recognized, few studies have systematically examined reasons for the success. This study aims to fill the gap. The study findings will help answer three questions that are of interest to policymakers and researchers both within and without China:1.What are the major drivers for China\'s achievement of universal health insurance coverage?2.What are the policy challenges for sustaining the achievement in the next decade?3.What lessons can be learned from China\'s experience?

To analyze these questions, this study drew data from public sources. It searched the PubMed (<http://www.ncbi.nlm.nih.gov/pubmed>) for journal articles published in English language, the China Knowledge Resource Integrated Database (<http://www.cnki.net/>) for journal articles published in Chinese language, and the Internet for mass media reports and government documents. Using the data, this paper first briefly summarizes China\'s achievement. Then it analyzes major drivers for the achievement before discussing policy challenges and recommendations. Finally it summarizes the lessons from China\'s experience.

2. China\'s achievement of universal health insurance coverage {#sec0010}
==============================================================

China\'s achievement is impressive for both the scale of coverage expansion, which is the largest expansion in human history, and the speed of expansion---by 2011, 95% of Chinese population was insured, compared with less than 50% in 2005 (for a brief summary of the evolution of China\'s health care financing systems, see [Table 1](#tbl0005){ref-type="table"} ) [@bib0345]. The coverage is offered through three public insurance programs. [Table 2](#tbl0010){ref-type="table"} summarizes key features of the three programs.1.New Rural Cooperative Medical Scheme (NRCMS), launched in 2003 in rural areas. Its enrollment rose to 97% of rural population in 2011 [@bib0360].2.Urban Resident Basic Medical Insurance (URBMI), launched in 2007 to target the unemployed, children, students, and the disabled in urban areas. It covered 93% of the target population in 2010 [@bib0350].3.Urban Employee Basic Medical Insurance (UEBMI), launched in 1998 as an employment-based insurance program. Its coverage reached 92% in 2010 [@bib0350]. Table 1Milestones in the evolution of China\'s Health Care Financing Systems, 1949--2011.Year(s)Key events1949Founding of the People\'s Republic of China.1951Labor Insurance Scheme launched as an employment based health insurance program, targeting urban employers with 100 or more employees.1952Government Insurance System launched as a public insurance program for government employees, their dependents, and college students.Late-1950sCooperative Medical Scheme appearing in rural areas as a prepayment health plan organized at the village level, and financed jointly by village collective fund, upper level government subsidies, and premium paid by farmers.Mid-1970sCooperative Medical Scheme implemented in over 90% of villages, covering the vast majority of rural population.1978Economic reform initiated in rural areas with the agricultural collectives replaced by a new household-responsibility system.1980sCooperative Medical Scheme collapsed.1990sLabor Insurance System crippled by rising health costs and inefficiency of state-owned enterprises.1998Urban Employee Basic Medical Insurance launched in urban areas to replace both Labor Insurance Scheme and Government Insurance Scheme.2003New Rural Cooperative Medical Scheme implemented nation-wide with heavy government subsidies to rebuild the health insurance system in rural areas.2007Urban Resident Basic Medical Insurance launched with heavy government subsidies, targeting the unemployed, children, and the disabled in urban areas.2011Universal coverage achieved in China with more than 95% of its population insured.[^1]Table 2Summary of China\'s Three Public Insurance Programs, 2011.UEBMIURBMINCMSTarget populationUrban employeesUrban children, students, unemployed, disabledRural residentsEnrollment rate (%)929397Number of enrollees (million)252221832As % of China\'s 1.3 billion population191662Unit of enrollmentIndividualsIndividualsHouseholdsRisk-pooling unitCityCityCountyPremium per person per year (US\$)2402124Including government subsidy (US\$)01818Benefit coverageInpatient reimbursement rate (%)684844% of counties or cities covering general outpatient care1005879% of counties or cities covering outpatient care for major and chronic diseases1008389Annual Reimbursement CeilingSix-times average wage of employee in the citySix-times disposable income of local residentsSix-times income of local farmersOverseeing government departmentMOHRSSMOHRSSNHFP[^2][^3]

3. Significant factors for China\'s universal health insurance coverage {#sec0015}
=======================================================================

3.1. SARS outbreak as a wake-up call {#sec0020}
------------------------------------

To a large extent, China\'s recent coverage expansion represents a long-overdue government investment in the country\'s health care system. While the past three decades have witnessed China\'s economic take-off, the country\'s health care system has not kept pace with the economic development [@bib0365], [@bib0370]. As government officials became increasingly occupied by economic development, government health expenditures dropped from 37% of total health expenditures in 1980 to 18% in 2004 [@bib0375]. The economic reform also unexpectedly led to serious deterioration in insurance coverage [@bib0380], [@bib0385], with insurance rate falling to 5% and 38% in rural and urban areas respectively in 1998 [@bib0360], [@bib0390]. Many researchers were alarmed by the falling coverage, and some researchers started experimental studies in the 1990s in an effort to rebuild the health insurance system, especially in rural China [@bib0395], [@bib0400], [@bib0405]. While the studies produced a wealth of experience that was eventually drawn on by Chinese policymakers, the studies did not lead to immediate policy actions, especially at the national level. At the turn of the 21st century, deteriorating insurance coverage coupled with a rapid increase in health care costs pushed health care affordability to the top of the list of public\'s concerns [@bib0410].

However, Chinese leaders did not pay close attention to the concern until the 2003 outbreak of severe acute respiratory syndrome (SARS), which spread from China to 37 countries with 775 deaths reported world-wide [@bib0415], [@bib0420]. The SARS also incurred huge economic losses [@bib0425]. Consequently, it served as a wake-up call to Chinese leaders, who recognized how underinvestment in the 1980s--1990s had led the health care system to be unprepared for an emergency [@bib0430]. Within several months of the SARS outbreak, Chinese leaders decided on massive investment in the public health system [@bib0400], including heavy subsidies for the nation-wide implementation of NRCMS, which marked a new era of health care financing in China.

3.2. Strong public support for government intervention in health care {#sec0025}
---------------------------------------------------------------------

Whereas the NRCMS implementation represented China\'s efforts to rebuild rural health insurance system, there were no similar efforts in urban areas in the three years after the SARS outbreak, resulting in dissatisfaction among urban residents as they had difficulty paying medical bills, or had to go without care [@bib0370]. Summarizing the wide-spread discontent, a report by a high profile think tank that is affiliated with the State Council, China\'s Cabinet, concluded that the health care reform before 2005 "was basically not successful" [@bib0435]. The report raised the political stake to a higher level because of its immediate popularity, and more importantly, its high profile authors, who rarely publicly criticize government policies. Therefore, it sparked a national debate about health care reform in 2005.

One unique feature of the debate is strong public support for government intervention in health care, making China differ greatly from many countries [@bib0440], [@bib0445]. Historically, both the famous "barefoot doctors" and the cooperative medical scheme, the predecessor of NRCMS, were keenly promoted by the governments in the 1960s--1970s [@bib0450]. Given the governments' past success in the health sector, it is not surprising that Chinese people expected for renewed government role in the 2000s.

Another reason for the public support for government intervention is the problems caused by privatization of China\'s health care system. While China\'s governments never formally published any privatization policies, they reduced political and/or public funding support substantially and forced doctors and health care facilities to function much like for-profit entities [@bib0455], resulting in the phenomenon of de facto privatization as concluded by researchers of the Chinese health care system [@bib0460]. For example, the barefoot doctor system in rural China, which was once praised by WHO as a successful example of providing health care services in developing countries [@bib0465], [@bib0470], declined rapidly after China\'s economic reform started in 1978 because it no longer enjoyed political backing from the central government and financial support from local governments and communities [@bib0475]. By the late 1980s, barefoot doctors either became private practitioners or were lost to other professions [@bib0450]. As another example, although 95% of hospital are owned by the governments, public funding is approximately 10% of hospital revenue [@bib0480]. To make a profit, hospitals heavily relied on over-prescribing drugs and diagnostic tests [@bib0485], [@bib0490], [@bib0495]. As a result, drug spending was about half of China\'s health expenditures, one of the highest shares in the world [@bib0500]. The privatization-induced overuse exacerbated the problem of health care affordability [@bib0505].

The public\'s concern with health care privatization is also due to a serious side-effect of China\'s market-oriented economic reform, which caused millions of employees to lose their jobs in the 1990s [@bib0510]. For the unemployed, the terms of market-orientation and privatization inflict painful memories, including their losing health insurance coverage [@bib0510], [@bib0515]. To correct the so-called "market failures", many researchers proposed for stronger government intervention in the health sector [@bib0520]. As a counterargument, several researchers who noted that the limited market mechanism ambiguously defined by the governments has distorted the health care system called for market-oriented reform [@bib0445], [@bib0525]. Because it was not well received by government officials [@bib0530], the counterargument was barely discussed in the 2009 national health care reform plan [@bib0535].

3.3. Renewed political commitment from top leaders {#sec0030}
--------------------------------------------------

In response to the public\'s concerns and expectations, Chinese leaders held a high profile workshop in 2006, at which President Hu Jintao committed to health care reform by stressing that "The goal of reform is for everyone to enjoy basic health care services" [@bib0540]. After releasing the reform plan in 2009, the central government formally reasserted its role in health care with unprecedented funding of 850 billion Chinese Yuan (about US\$124 billion) for five reform programs---expanding coverage, establishing a national essential drug list, improving primary care, promoting equal access to public health services and piloting public hospital reform programs [@bib0545], [@bib0550].

There are two political reasons behind the renewed government support. First, contrary to a misunderstanding by many observers [@bib0555], socialism remains China\'s official ideology, obligating its governments to improve its people\'s social well-being, including health care. The obligation may not be fulfilled for some time (e.g., in the 1980s--1990s when the governments focused on improving economic indicators), but it cannot be completely ignored by the governments as long as the state ideology remains unchanged [@bib0555]. The historical success in the 1960s--1970s when China was praised as an innovator in health care by the World Health Organization [@bib0440], [@bib0560], also reinforced the obligation in the 2000s after the 30-year economic growth. Thus, in 2004, Chinese leaders announced NRCMS as an integral part of their efforts to build the "new socialist countryside", an initiative to boost rural development [@bib0505]. The fact that NRCMS, a health insurance program, carries the socialist label illustrates the impact of state ideology on contemporary Chinese society [@bib0540], [@bib0565].

Second, the reinstated government role in health care is consistent with China\'s new development strategy, which shifted from prioritizing economic development (so-called GDP-ism) to an emphasis on building a harmonious society to promote equity and improve social stability [@bib0545], [@bib0555]. The new strategy reflected the leadership\'s recognition that economic growth does not necessarily lead to better health care [@bib0555]. The recent government support for health care is an important part of China\'s efforts to balance social development against economic growth.

3.4. Heavy government subsidies for health insurance {#sec0035}
----------------------------------------------------

By 2011, government subsidies accounted for 75 and 85% of the premiums of NRCMS and URBMI respectively [@bib0350], making these insurance programs very attractive investment options. The heavy subsidies are critical for coverage expansion. For example, although Chinese governments attempted to establish NRCMS in 1996, the NRCMS coverage stayed at very low level until the subsidies were announced in 2003 [@bib0570]. Within five years of the announcement, the subsidies increased fourfold [@bib0445], and along with the increased subsidies, the NRCMS enrollment rose to 800 million people [@bib0360].

3.5. Fiscal capacity backed by China\'s economic power {#sec0040}
------------------------------------------------------

With its fiscal capacity significantly strengthened by the double-digit economic growth in the past 30 years, Chinese governments can afford to subsidize one billion people\'s health insurance. Despite the large scale investment, government health expenditures are still a small proportion of total government expenditures (at 12.5% in 2011).

3.6. Engagement with local governments through delegating financial and political responsibilities {#sec0045}
--------------------------------------------------------------------------------------------------

As a unique feature of China\'s health care reform, the central government required local governments not only to share the premium subsidies, but also to take political responsibilities for expanding coverage. The State Council\'s Health Reform Office signed "responsibility forms" -- effective political contracts -- with provincial governments, which further delegated tasks through contracts with municipal or county governments. The contract required that performance evaluation criteria for provincial and local officials include specific targets, such as 90% coverage by NRCMS or URBMI. Not achieving these targets would lead to poor scores for the performance evaluation of local officials, and have negative impacts on their future promotion. With the delegated political responsibilities, local officials took considerable time and efforts to intensify outreach and enrollment activities.

3.7. Programmatic strategy of health care reform {#sec0050}
------------------------------------------------

Last but not least, China\'s universal health insurance coverage is attributed to its programmatic strategy of first achieving wide but shallow coverage before expanding benefits. According to the strategy, both NRCMS and URBMI covered inpatient services only when they were launched. Then, the two programs started to cover outpatient services in 2010. The governments also added to these programs a list of priority diseases for enhanced benefit coverage [@bib0575]. After the reform\'s first stage of implementation in 2009--2011, the central government decided in 2012 on further reforms to expand insurance benefits, improve coverage portability, and encourage complementary coverage by private insurance. Such a programmatic strategy through multi-stage implementations ensures China to proceed steadily towards better access for its citizens.

4. Policy challenges and recommendations {#sec0055}
========================================

While it is remarkable that China achieved universal health insurance coverage within a short period, the country is still facing daunting challenges in health care financing, some of which are highlighted below.

4.1. Reducing financial risk as an immediate task {#sec0060}
-------------------------------------------------

The level of benefit coverage is modest, as indicated in [Table 2](#tbl0010){ref-type="table"}. For example, the reimbursement rate of inpatient care was relatively low in 2011, ranging from 44 to 68% among the three public insurance programs, all of which left the insured to bear a relatively large share of the burden of inpatient care. The low benefit level was a direct result of the modest premiums. [Table 2](#tbl0010){ref-type="table"} shows that the annual premium was only US\$24 and US\$21 for NRCMS and URBMI, respectively, both of which were too low to offer any generous benefit coverage. Not surprisingly, the published evidence is equivocal about whether China\'s coverage expansion reduced patients' financial risk [@bib0580], [@bib0585], [@bib0590], [@bib0595], [@bib0600], [@bib0605]. At the national level, the proportion of out-of-pocket expenditures to total national health expenditures was significantly reduced from 60% in 2001 to 35% in 2011 ([Fig. 1](#fig0005){ref-type="fig"} ). However, the proportion was still higher than the average level of 33% among the group of upper-middle-income countries, to which China belongs [@bib0345].Fig. 1Health expenditures by sources, 1995--2011.Source: World Health Organization (see <http://apps.who.int/nha/database>).

China\'s Minister of Health publicly acknowledged that the financial risk remained high in the context of universal health insurance coverage [@bib0610]. To address the issue, the government has raised the ceiling of public insurance reimbursement with the goal of reducing out-of-pocket payment to 30% of total health expenditures by 2018. China\'s efforts of financial risk reduction can be more effective through reinsurance plans as discussed below.

4.2. Equalizing benefit coverage across insurance programs as a long-term goal {#sec0065}
------------------------------------------------------------------------------

There is a wide gap in premiums across insurance programs with UEBI having premiums 10 times higher than either URBMI or NRCMS [@bib0350]. The gap in premiums leads to substantial benefit variations across insurance programs as indicated in [Table 2](#tbl0010){ref-type="table"}. For example, the reimbursement rate for inpatient care was only 44% for NRCMS in 2011, much lower than the rate of 68% for UEBMI [@bib0600]. As illustrated in [Fig. 2](#fig0010){ref-type="fig"} , the three major insurance programs differed greatly from each other in the coverage dimensions defined by the World Health Organization, including breath (% of population covered), depth (% of health costs covered) and scope (type of health services covered) [@bib0615]. Whereas the breath of NRCMS is the largest, covering 62% of population in 2011, it lagged behind other two insurance programs in terms of either depth or scope. Such disparities exist despite of the governments' efforts to promote equitable health care [@bib0620].Fig. 2Variation in coverage dimensions across the three insurance programs.

The persistent disparities impose one of the most challenging issues on China, which is still in the process of rapid industrialization and urbanization. In particular, eliminating the rural--urban disparities in insurance benefit requires reform measures that go beyond the health sector because the disparities are closely related to China\'s household registration system maintained by Ministry of Public Security (MOPH), which separates rural residents from their urban counterparts with favorable social programs provided for the latter. MOPH planned to set up a new registration system by 2020 to eliminate the discrimination again rural residents [@bib0625]. It might not be possible to equalize the benefit coverage across insurance programs until the new registration system is established. The governments may want to gradually reduce the rural--urban disparities in insurance benefit before running the new registration system.

4.3. Targeting specific populations, such as migrant workers, as a priority {#sec0070}
---------------------------------------------------------------------------

China had approximately 236 million migrant workers in 2012 [@bib0630], who are farmers seeking employment in cities. Although they work and live in cities, the migrant workers are still listed as rural population in the current household registration system, and consequently they are enrolled in their hometowns' NRCMS. Such arrangements caused two problems. (1) Most migrant workers cannot afford for health care in cities since the NRCMS benefit coverage is lower than the URBMI or UEBMI. (2) Those workers who seek health care in cities have to go back to their hometowns to get reimbursement. Several cities have piloted programs to allow migrant workers to enroll in URBMI or UEBMI. Policymakers need to evaluate the pilot programs, and to scale up those programs that are determined successful.

4.4. Improving quality by tying provider payment to performance {#sec0075}
---------------------------------------------------------------

Given the unprecedented government investment in health care, policymakers are keenly interested in knowing whether the investment leads to higher value for patients. The rising income also enables Chinese people to demand higher quality of care. To satisfy the demand, policymakers need to push for quality improvement, especially by tying provider payment by the three public insurance programs to provider performance.

4.5. Controlling costs through coordination between insurance reform and other reforms {#sec0080}
--------------------------------------------------------------------------------------

To address the public\'s concern about the rapid growth of health care costs [@bib0370], China\'s policymakers have launched several initiatives, such as the zero-profit drug policy, which aims to diminish profit-making activities by eliminating mark-ups on drugs dispensed by hospitals. They need to do more to control health care costs, especially through coordination between the insurance reform and other reform initiatives. For example, after China\'s success in insurance expansion, a large share of hospital revenues came from user charges that the three public insurance programs reimbursed. The policymakers may want to use the large amounts of insurance reimbursement as a useful tool for the ongoing hospital reform initiative to push hospitals for improving quality of care, reducing waste and inefficiency, and controlling growth of health expenditures. One option is to tie the insurance programs' reimbursement to hospital performance in improving quality and reducing waste and inefficiency as discussed above. Another option is to reform the insurance programs' provider reimbursement systems by replacing the fee-for-service payment method with prospective methods, such as capitation payment to primary care physicians, diagnosis-group-adjusted payment to hospitals, and bundled payment. As indicated by prior research [@bib0350], the policymakers may want to ensure that all the three insurance programs use the same payment method and that providers do not compromise quality of care to reduce costs under the new method.

4.6. Defining clearly the role for private insurance {#sec0085}
----------------------------------------------------

Private health insurance is relatively new to China, covering 3.8% of national health spending in 2010 [@bib0635]. Demand for private insurance will increase substantially as more Chinese people join the middle class and look for better health care [@bib0640]. The central government, which intends the three public insurance programs to cover only basic health care, has decided to actively develop private insurance market to meet the additional needs of the publicly insured. However, the central government has not yet defined clearly the role for private insurance to play in China\'s health financing system. Without a clearly defined role, developing private insurance in China might raise concerns about inequality given prior study findings of negative impacts of supplemental private insurance on health care outcomes in countries with universal health insurance coverage [@bib0645], [@bib0650]. China\'s efforts to develop private insurance can be strengthened by (1) requiring the three public insurance programs to work with private insurance companies on reinsurance plans to mitigate the financial risk of the publicly insured and (2) investing in the country\'s health information system and training of health insurance experts, both of which will enable private insurers to differentiate their products to meet the consumers' diverse needs, rather than to engage in the current price competition on similar portfolios [@bib0655].

4.7. Conducting rigorous evaluations {#sec0090}
------------------------------------

Given its huge size and unbalanced socio-economic development across regions, China needs to conduct rigorous evaluations of its insurance programs to determine whether the programs meet its citizens' diverse and growing needs of health care. Some experts suggested that China should establish an "independent commission" for monitoring and evaluation [@bib0660]. Chinese officials also promised to support independent evaluations [@bib0665]. But they have not made concrete efforts to facilitate such evaluations, e.g., by making many government-maintained datasets "more open, transparent, and accessible to academics and the general public" [@bib0660]. It remains to be seen whether China can keep the promise of independent evaluations.

5. Conclusion and discussion {#sec0095}
============================

This paper identifies seven factors for China\'s universal health insurance coverage. Three of the factors seem to be unique to China, including (1) the SARS outbreak, a public health crisis that increased sharply political pressure for coverage expansion, (2) the financial and political responsibilities delegated to local governments, which mobilized local officials to intensify outreach and enrollment campaigns and (3) the programmatic strategy, which led quickly to wide but shallow coverage.

Other factors identified in this paper can also be found in other countries' experiences. As noted by prior research, "universal health coverage is everywhere accompanied by a large role for government" [@bib0670]. In China\'s experience, the government role includes (1) the top leaders' commitment that was decisive for China\'s embarking on a path towards universal coverage, (2) the heavy government subsidies that facilitated insurance enrollment and (3) the fiscal capacity that contributes to both China\'s decision on and its implementation of coverage expansion.

Pursuing universal coverage is an ongoing "global health transition" [@bib0675], for which China\'s experience offers several lessons. First, China joined a group of countries (e.g., Japan and Korea) that achieved universal health insurance coverage before becoming high-income countries [@bib0680]. The significance of China\'s experience is that it reached universal coverage during its process of industrialization and urbanization, setting an encouraging example for other countries involved in similar processes.

Second, China\'s programmatic strategy of providing wide but shallow coverage before expanding benefits offers a practical lesson for other developing countries to target large rural populations with relatively low income and high uninsurance rate.

Third, a crucial factor that underlies the large government role in China\'s universal coverage is the strong public support for government intervention in health care. Without the strong public support, it could be difficult to reach universal coverage.

Forth, the study found that China\'s universal coverage was driven by a combination of some factors unique to China and the factors commonly found in other countries' coverage expansion experiences. One lesson that other developing countries can derive from this finding is that, to find their own path to universal coverage, they may want to adopt a combination strategy by taking advantage of both the unique characteristics of their own health care systems and some common factors that are shared with other countries' coverage expansion experiences. Such a combination strategy can be helpful for them to design coverage expansion options that are socio-politically feasible in their national contexts.

Finally, in its new stage of health care reform, China now shares some common challenges with other countries with universal health insurance coverage, such as quality improvement and cost control. How China is going to address those challenges will be of international interest. We hope to report back in several years on China\'s progress in addressing the challenges.
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[^1]: *Source*: Compiled by the author using the published information from Gu and Tang (1995) [@bib0690], and Meng and Tang (2013) [@bib0360]

[^2]: *Note*: MOHRSS---Ministry of Human Resource and Social Security; NHFP---National Health and Family Planning Commission.

[^3]: Source: Adapted from Yip et al. (2012) [@bib0350] and Liang and Langenbrunner (2013) [@bib0345].
